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AUDITING STANDARDS BOARD (ASB) MEETING
May 6 – 8, 2008
Chicago, IL
Approved Highlights
MEETING ATTENDANCE
ASB Members
Harold Monk, Jr., Chair
Sheila Birch
Jacob Cohen
Walt Conn
Tony Costantini (5/7 and 5/8 only)
Bob Dohrer
Charles Frasier
Nick Mastracchio
Jorge Milo
Andy Mintzer
Keith Newton
Pat Piteo
Doug Prawitt
Randy Roberts
Darrel Schubert
Tom Stemlar
Stephanie Westington
Art Winstead
Megan Zietsman
AICPA Staff
Mary Foelster, Governmental Audit Quality Center (5/6 only, by phone)
Mike Glynn, Audit and Attest Standards (5/7 only)
Ahava Goldman, Audit and Attest Standards (5/6 only, by phone)
Chuck Landes, Audit and Attest Standards
Richard Miller, General Counsel and Trial Board (5/6 only, by phone)
Andy Mrakovcic, Audit and Attest Standards
Judith Sherinsky, Audit and Attest Standards
Observers and Guests
Michael Adasczik, KPMG LLP
Abe Akresh, Government Accountability Office
Glen Buter, BDO Seidman LLP (5/8 only)
Brian Croteau, PriceWaterhouseCoopers LLP (5/6 and 5/7 only)
Robert Dacey (5/7 and 5/8 only, by phone)
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Julie Anne Dilley, PriceWaterhouseCoopers LLP
Jeff Ellis, Securities and Exchange Commission
Michael Fritz, Deloitte & Touche LLP (5/6 only, by phone)
Harrison Greene, Jr., Federal Deposit Insurance Corporation (5/6 and 5/7 only)
Diane Hardesty, Ernst & Young LLP
Jen Haskell, Deloitte & Touche LLP
Jan Herringer, BDO Seidman LLP
Maria Manasses, Grant Thornton LLP
Jeff Markert, KPMG LLP (5/7 only)
Tammy Mooney, Practitioners Publishing
Melanie Newman, KPMG LLP
Terry Ramsey, U.S. Office of Management and Budget (5/6 only, by phone)
George Rippey, U.S. Dept. of Education Office of Inspector General (5/6 only)
Sheryl Skolnik, BDO Seidman LLP (5/6 and 5/7 only)
George Tucker (5/7 and 5/8 only)
CHAIR AND STAFF REPORTS
Mr. Monk introduced and welcomed everyone to the meeting, and reviewed upcoming 20082009 meeting dates and locations.
Mr. Monk provided updates on matters relevant to the ASB as well as activities related to the
International Auditing and Attestation Standards Board (IAASB) and the Public Company
Accounting Oversight Board’s (PCAOB’s) Standing Advisory Group.
Mr. Monk announced the release of two exposure drafts (EDs) that are the first issuances of the
ASB’s Clarity Project: Proposed Statement on Auditing Standards (SAS) No. 103 (Redrafted),
Audit Documentation, which has been redrafted using International Standard on Auditing
(ISA) 230 (Revised and Redrafted), Audit Documentation, as the basis, and Proposed SAS No.
114 (Redrafted), The Auditor’s Communication With Those Charged With Governance, which
has been redrafted using ISA 260 (Revised and Redrafted), The Auditor’s Communication with
Those Charged with Governance, as the basis.
Mr. Monk also announced that Sharon Walker of the AICPA’s Audit and Attest Standards
team will be resigning effective July 11, 2008.
Mr. Landes informed the ASB about a paper entitled “Consideration of an Alternative
Framework for Compilation and Review Engagements” that the Reliability Task Force (Task
Force) submitted as recommendations to the Accounting and Review Services Committee
(ARSC). The ARSC formed the Task Force to consider the contents of a paper published in
2003 entitled “A Proposed Framework Emphasizing Auditor Reliability over Auditor
Independence,” coauthored by Mark H. Taylor, F. Todd DeZoort, Edward Munn, and Martha
Wetterhall Thomas. While written as an auditor reliability framework, the authors believe that
the framework applies equally to any assurance or attest service.
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The Task Force recommends that the ARSC proceed with the development of a Statement on
Standards for Accounting and Review Services that would result in a new framework for the
performance and reporting of compilation and review engagements where the maintenance of
independence would not necessarily be a prerequisite. Instead, the new framework would stress
that the accountant remains objective and strive to achieve reliable financial reporting.
AGENDA ITEMS PRESENTED AT MEETING
1.

Service Organizations (SSAE)

Mr. Tucker, Chair of the Service Organizations Task Force (Task Force), led a discussion of
the materials for Agenda Item 1, Proposed Statement on Standards for Attestation
Engagements, Reporting on Controls at a Service Organization. The Task Force is drafting a
new Statement on Standards for Attestation Engagements (SSAE) that establishes standards
and provides guidance to service auditors reporting on controls at a service organization.
Currently, that guidance is included in SAS No. 70, Service Organizations (AICPA,
Professional Standards, vol. 1, AU sec. 324), as amended, along with the guidance for user
auditors. The objective of the Task Force is to align the proposed SSAE with the December
2007 ED of International Standard on Assurance Engagements (ISAE) 3402, Assurance
Reports on Controls at a Third Party Service Organization. The ASB directed the Task Force
to:


Conform the definition of “control objectives” in paragraph 7c of the proposed
SSAE with the definition in the proposed SSAE ED, An Examination of an Entity’s
Internal Control Over Financial Reporting That Is Integrated With an Audit of Its
Financial Statements.



Determine from the International Auditing Standards Subcommittee whether “and
correcting deviations” should be inserted after “detecting” in the definition of “test
of controls” in paragraph 7o of the proposed SSAE. (The word “errors” would be
deleted.)



Conform paragraph 17b of the proposed SSAE, which relates to the objectivity of
the internal audit function, to paragraph 21b of the ISAE 3402 ED.



Conform paragraph 25 of the proposed SSAE, which relates to using the work of a
specialist, to paragraph 30 of the ISAE 3402 ED.



Revise paragraphs 27–29 of the proposed SSAE, which relate to risks that the
description is not fairly stated or that the control objectives were not achieved due
to intentional acts by service organization personnel, by:
— Deleting paragraph 27 except for the last subparagraph, which should be
inserted at the end of paragraph 28.
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— Revising the first bullet of paragraph 28 to state that the service auditor should
discuss with the engagement team factors at the service organization that could
affect these risks.
— Deleting paragraph 29.


Conform paragraph 31 of the proposed SSAE, which addresses procedures the
auditor performs to determine whether the system has been implemented, to
paragraph 34 of the ISAE 3402 ED.



Replace “should be” in the second sentence of paragraph 34 of the proposed SSAE
with “would be expected to be.” This paragraph relates to the inclusion in the
service organization’s description of information about changes in controls during
the period covered by the service auditor’s report.



Conform paragraph 39 of the proposed SSAE, regarding written representations, to
paragraph 42 of the ISAE 3402 ED.



Revise paragraph 41 of the proposed SSAE, which relates to the service auditor’s
actions when management does not provide requested written representations, to
include the bulleted items in paragraph 44 of the ISAE 3402 ED.



Insert paragraph 53 of the ISAE 3402 ED, which relates to timely assembly of the
engagement file, after paragraph 49 in the proposed SSAE.



Insert paragraph 55 of the ISAE 3402 ED, which relates to modifying existing
documentation, after paragraph 50 in the proposed SSAE.



Consider inserting paragraph A3 of the proposed ISAE 3402 ED, which relates to
situations in which the service auditor is required to accept or continue an
engagement, after paragraph A1 of the proposed SSAE, and modifying it to omit
“and clearly indicates the reason that would otherwise have caused the service
auditor to decline the engagement.”



Delete paragraphs A26–A28 of the proposed SSAE, which address audit sampling,
and refer the practitioner to the guidance in SAS No. 39, Audit Sampling (AICPA,
Professional Standards, vol. 1, AU sec. 350), as amended.



Modify the lead-in to paragraph A35 of the proposed SSAE to (1) indicate that the
bulleted items represent appropriate actions when the service auditor becomes
aware of noncompliance with laws and regulations or uncorrected error, and (2)
delete references to:
— Fraud at the service organization attributable to service organization
management or employees.
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— Noncompliance, fraud, or uncorrected error that is not clearly trivial and affects
one or more user entities.


Modify the illustrative service auditor’s reports by:
— Indicating in the “Management’s Responsibilities” paragraph that management
is responsible for selecting the criteria.
— Revising subparagraph b in the “opinion” paragraphs so that (1) “to provide
reasonable assurance that the control objectives would be achieved” follows
“suitably designed,” and (2) the service auditor is instructed to add “if user
organizations applied the controls contemplated in the design of XYZ Service
Organization's controls," after “achieved” if the application of user controls is
necessary to achieve the control objectives.
— Presenting illustrative opinion paragraphs for situations in which the application
of user controls is necessary to achieve the stated control objectives, and for
situations in which it is not necessary.

2.

Service Organizations (SAS)

Mr. Tucker, Chair of the Service Organizations Task Force (Task Force), led a discussion of
the materials for Agenda Item 2, Proposed Statement on Auditing Standards, Audit
Considerations Relating to an Entity Using a Service Organization. The Task Force is drafting
a SAS that will supersede SAS No. 70, Service Organizations (AICPA, Professional
Standards, vol. 1, AU sec. 324), as amended, which currently contains the guidance for user
auditors and for service auditors. The proposed SAS will contain only the guidance for user
auditors. The objective of the Task Force is to align the guidance in the proposed SAS with the
December 2007 ED of ISA 402, Audit Considerations Relating to an Entity Using a Third
Party Service Organization. The ASB directed the Task Force to:


Delete paragraph 15 of the proposed SAS and:
— Revise the lead in to paragraph 14 to explain why a user auditor needs to
perform the procedures in that paragraph, and to emphasize that a user auditor
using a “type 2” report needs to perform the procedures in paragraphs 13 and
14.
— Indicate in subparagraph 14a that in a “type 2” report, the description of
controls is for a period rather than as of a date.
— Delete subparagraph 14b.
— Clarify in subparagraph 14e that that the tests of controls performed by the
service auditor, and the results thereof, are those described in the “type 2”
report.
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3.



Consult with Mr. Landes as to whether the language in a proposed SAS that is
being converged with an ISA should conform with the language in a clarified ISA
on risk assessment, or with the language in the extant SAS on risk assessment.



Revise the end of paragraph 16 of the proposed SAS to include “independence” in
order to conform to the ISA 402 ED.



Move to application guidance the portion of paragraph 17 of the proposed SAS that
states that a service auditor need not be independent of each user entity.



Move to application guidance the sentence in paragraph 19 of the proposed SAS
that states that a user auditor need not identify in his or her audit report the name of
the service organization when making reference to the work of a service auditor for
the purpose of assisting readers in understanding a modification to the user
auditor’s opinion.



Include “relevant to the audit” in the appropriate places in the proposed SAS in
order to conform to the risk assessment standards.



Globally change “as at a date” to “as of a date” throughout the proposed SAS in
order to conform with U.S. usage.



Add service organization compensation to the list of matters in paragraph A5 of the
proposed SAS that may be stipulated in a contract or service level agreement
between the user entity and the service organization.



Conform paragraph A35 of the proposed SAS, which deals with fraud,
noncompliance with laws and regulations and uncorrected misstatements, with
paragraph A 36 of the ISA 402 ED.



Re-designate the “Appendix” containing the list of examples of service
organizations as an “Exhibit” in order to be able to update the list without requiring
due process, and add payroll processors to the list.

Internal Control (Proposed AT 501)

Mr. Newton, Chair of the Internal Control Task Force (Task Force), led a discussion of the
materials for Agenda Item 3, Proposed Statement on Standards for Attestation Engagements,
An Examination of an Entity’s Internal Control Over Financial Reporting That Is Integrated
With an Audit of Its Financial Statements. The Task Force has developed a draft of a proposed
SSAE, An Examination of an Entity’s Internal Control Over Financial Reporting That Is
Integrated With an Audit of Its Financial Statements, that would establish standards and
provide guidance to practitioners performing an examination of an entity’s internal control that
ASB Highlights, May 2008

6

is part of an integrated audit (an examination of an entity’s internal control and an audit of its
financial statements). The proposed SSAE is based on PCAOB Auditing Standard No. 5, An
Audit of Internal Control Over Financial Reporting That Is Integrated with an Audit of
Financial Statements, with modifications primarily for the terminology used for nonissuers,
and would supersede Chapter 5, “Reporting on an Entity’s Internal Control Over Financial
Reporting,” of SSAE No. 10, Attestation Standards: Revision and Recodification (AICPA,
Professional Standards, vol. 1, AT sec. 501). In a discussion of a draft of the proposed SSAE
and related issues, the ASB:


Concluded that a practitioner performing an examination of internal control should
be referred to as an “auditor” in the proposed SSAE because the examination of
internal control is integrated with an audit of financial statements and provides the
same level of assurance as an audit. (“Practitioner” is ordinarily used in the
attestation standards.)



Concluded that, in the proposed SSAE, an auditor may refer to the “examination of
internal control” as an “audit” in his or her report or other communications.



Concluded that “prevent, or detect and correct” should be used in the proposed
SSAE rather than “prevent or detect” when referring to the role of controls in
preventing or detecting misstatements. The rationale for this conclusion is that (1)
the financial statements would continue to be misstated if a detected misstatement
were not corrected, and (2) this terminology is consistent with the terminology used
in the IAASB’s risk assessment standards, the December 2007 ED of ISA 265,
Communicating Deficiencies in Internal Control and Related Conforming
Amendments to Other ISAs, and the language in the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) framework.



Agreed that “classes of transactions” should be added to “account balance or
disclosure” in the proposed SSAE only when that phrase is used in the context of
assessing the risks of material misstatement of the financial statements. The risk
assessment standards refer to “relevant assertions related to classes of transactions,
account balances, or disclosures” whereas the proposed SSAE refers to “account
balance or disclosures” in the context of an examination of internal control.



Confirmed the conclusion in paragraph 11 of the proposed SSAE that if
management refuses to provide a written assertion about the effectiveness of
internal control, and law or regulation does not permit the auditor to withdraw from
the engagement, the auditor should disclaim an opinion.



Directed the Task Force to delete paragraph 96 from the proposed SSAE, which
states that the auditor may form an opinion on the effectiveness of internal control
only when there have been no restrictions on the scope of the auditor’s work, and
retain paragraph 117 of the proposed SSAE, which states that the auditor can
express an opinion on the entity’s internal control only if the auditor has been able
to apply the procedures necessary in the circumstances.
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4.



Directed the Task Force to revise paragraph 102 of the proposed SSAE to indicate
that if providing the written communications of control deficiencies to a
governmental entity by the report release date would make the communication
publicly available prior to management’s report on internal control, the entity’s
financial statements, and the auditor’s report thereon, the auditor is not required to
make the written communications by the report release date. Instead, the auditor
should make the written communications as soon as practicable, but no later than 60
days following the report release date.



Approved the revision in paragraphs 122–125 of the proposed SSAE that addresses
situations in which another auditor has examined the internal control of one or more
subsidiaries, divisions, branches, or components of an entity. As previously directed
by the ASB, these paragraphs avoid explicitly precluding an auditor other than the
auditor who audited the financial statements from performing an examination of
internal control in an integrated audit.



Directed the Task Force to add an illustrative definition paragraph to the appendix
of the proposed SSAE for use when an insured depository institution that is a bank
(that is not subject to Section 404 of the Sarbanes-Oxley Act of 2002) elects to
report on controls at the bank holding company level for Federal Deposit Insurance
Corporation Improvement Act purposes.



Directed the Task Force to add a paragraph to the proposed SSAE indicating that
(1) ordinarily, the auditor will be engaged to examine the effectiveness of the
entity’s internal control as of the end of the entity’s fiscal year (however,
management may select a different date), and (2) if the auditor is engaged to
examine the effectiveness of an entity’s internal control at a date different from the
end of the entity’s fiscal year, the examination should nevertheless be integrated
with a financial statement audit.



Agreed that the proposed SSAE should be effective for integrated audits for dates or
periods ending or after December 15, 2008 to respond to requests from regulators
that the proposed SSAE be available for integrated audits of regulated entities, such
as financial institutions and governmental entities, as soon as practicable and if
possible, for the year ending December 31, 2008.



Voted to ballot the proposed SSAE for issuance as an ED after the recommended
changes were made to the draft.

Internal Control (Revised SAS 112)

Mr. Newton, Chair of the Internal Control Task Force (Task Force), led a discussion of the
materials for Agenda Item 4, Revision of AU section 325, Communicating Internal Control
Related Matters Identified in an Audit. The Task Force has developed a draft of a proposed
SAS that would conform the definitions in SAS No. 112, Communicating Internal Control
ASB Highlights, May 2008
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Related Matters Identified in an Audit (AICPA, Professional Standards, vol. 1, AU sec. 325),
of the various kinds of deficiencies in internal control, and the related guidance for evaluating
such deficiencies, with the definitions and guidance in the proposed SSAE, An Examination of
an Entity’s Internal Control Over Financial Reporting That Is Integrated With an Audit of Its
Financial Statements. In addition to eliminating differences within the AICPA’s auditing and
attestation standards, the amendment also would align these definitions with those used by the
PCAOB and the definitions in the December 2007 ED of ISA 265, Communicating
Deficiencies in Internal Control and Related Conforming Amendments to Other ISAs, currently
being exposed for comment by the IAASB. In a discussion of a revised draft of the proposed
SAS and related issues, the ASB directed the Task Force to:


Insert “in the auditor’s professional judgment” in the definition of “significant
deficiency” in paragraph 7 of the proposed SAS to indicate that judgment is used
when evaluating the severity of deficiencies in internal control.



Insert “for the purpose of communicating significant deficiencies or material
weaknesses” at the end of paragraph 14 of the proposed SAS to clarify that the
bulleted items in the paragraph apply when the auditor has decided to consider the
effects of compensating controls for the purpose of communicating significant
deficiencies or material weaknesses.



Delete paragraph 15 of the proposed SAS because (1) SAS No. 110, Performing
Audit Procedures in Response to Assessed Risks and Evaluating the Audit Evidence
Obtained (AICPA, Professional Standards, vol. 1, AU sec. 318), makes it clear that
if the auditor's strategy involves testing the operating effectiveness of controls, the
auditor would need to perform these tests to reduce control risk, and (2) there is no
need to restate this information in a communication standard if it is grounded in AU
section 318.



Insert “even if the significant deficiencies or material weaknesses were remediated
during the audit” at the end of paragraph 20 of the proposed SAS to indicate that
written communication of deficiencies is required even if the deficiencies were
remediated during the audit.

The ASB also:


Agreed with the Task Force’s recommendation that the proposed SAS to revise AU
section 325 be exposed for comment because in addition to conforming the
definitions of the various kinds of control deficiencies to those in the proposed
SSAE to supersede AT section 501, the guidance for evaluating deficiencies has
changed as well.



Agreed that “prevent, or detect and correct” should be used in the proposed SAS
rather than “prevent or detect” when referring to the role of controls in preventing
or detecting misstatements. The rationale for this conclusion is that (1) the financial
statements would continue to be misstated if a detected misstatement were not
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corrected, and (2) this terminology is consistent with the terminology used in the
IAASB’s risk assessment standards, the ISA 265 ED, and the language in the
COSO framework.

5.



Determined that the proposed SAS should be effective for audits of financial
statements for periods ending on or after December 15, 2009 in order to provide
auditors with sufficient time to implement the new standard. Earlier implementation
will be permitted.



Voted to ballot the proposed SAS for issuance as an ED after the recommended
changes were made to the revised draft.

Amendment to SAS 69

Mr. Landes led a discussion of the materials for Agenda Item 5, Proposed Statement on
Auditing Standards, Amendment to Statement on Auditing Standards No. 69, The Meaning of
Present Fairly in Conformity With Generally Accepted Accounting Principles, for
Nongovernmental Entities. The objective of this proposed SAS is to move the generally
accepted accounting principles (GAAP) hierarchy for nongovernmental entities from the
auditing literature in SAS No. 69, The Meaning of Present Fairly in Conformity With
Generally Accepted Accounting Principles (AICPA, Professional Standards, vol. 1, AU sec.
411), to the accounting literature. The proposed SAS was originally issued in 2005, in response
to the Financial Accounting Standards Board (FASB)’s exposure of a proposed Statement
entitled The Hierarchy of Generally Accepted Accounting Principles.
The ASB voted to ballot the proposed SAS for issuance at the July 2005 meeting, but the
proposed SAS was then placed on hold when the FASB decided to delay final issuance of its
Statement upon learning that the PCAOB was also undertaking a similar project.
In January 2008, the PCAOB adopted Auditing Standard No. 6, Evaluating Consistency of
Financial Statements (AS 6), which will become effective 60 days after presumed approval by
the Securities and Exchange Commission (SEC). AS 6 removes the GAAP hierarchy from the
PCAOB’s interim auditing standards. In March 2008, the FASB voted to proceed with the
balloting process of a final Statement upon SEC approval of AS 6, and align the effective date
with the effective date of AS 6.
In providing comments on the proposed SAS, the ASB recommended that:


The last sentence in paragraph .01 of the proposed SAS state more clearly what
paragraph 8(h) in SAS No. 58, Reports on Audited Financial Statements (AICPA,
Professional Standards, vol. 1, AU sec. 508.08h), as amended, says.



Paragraph .08 of the proposed SAS include (possibly as a footnote) the International
Accounting Standards Board (IASB) as a standard setter of GAAP, presuming
AICPA Council designates—at its May 18–20, 2008 meeting—the IASB as a
GAAP standard setter responsible for International Financial Reporting Standards.
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The phrase “International Accounting Standards of the International Accounting
Standards Committee” be deleted from renumbered paragraphs .12 and .14 of the
proposed SAS.

The ASB voted unanimously to ballot the proposed SAS for final issuance pending the
designation, by AICPA Council at its May 18–20, 2008 meeting, of the IASB as a GAAP
standard setter responsible for International Financial Reporting Standards. The effective date
would be filled in once the PCAOB sets it effective date for AS 6 (upon presumed SEC
approval) and the FASB sets its effective date for its final Statement. Written ballots will be
sent out at that point.
6.

Required Supplementary Information/Other Supplementary Information

Mr. Markert, Chair of the Required Supplementary Information/Supplementary Information
Task Force (Task Force), and Mr. Glynn led a discussion of the materials for Agenda Item 6,
Proposed Statements on Auditing Standards, Required Supplementary Information, and
Supplementary Information Not Required by a Designated GAAP Standard Setter. The
proposed SAS, Required Supplementary Information, would supersede SAS No. 52 of the
same title (AICPA, Professional Standards, vol. 1, AU sec. 558), as amended. The proposed
SAS, Supplementary Information Not Required by a Designated GAAP Standard Setter, would
supersede SASs No. 8, Other Information in Documents Containing Audited Financial
Statements (AICPA, Professional Standards, vol. 1, AU sec. 550), as amended, and No. 29,
Reporting on Information Accompanying the Basic Financial Statements in Auditor-Submitted
Documents (AICPA, Professional Standards, vol. 1, AU sec. 551), as amended.
In response to the ASB’s request that the Task Force provide additional background as to the
distinction between required supplementary information (RSI) and other supplementary
information (OSI), it was explained that RSI is information that a GAAP standard setter—
FASB, Governmental Accounting Standards Board (GASB), or the Federal Accounting
Standards Advisory Board (FASAB)—requires to be presented to supplement the basic
financial statements, whereas OSI is not required to be presented by a GAAP standard setter.
To clarify the distinction within the proposed SASs, the Task Force tied the definitions of
“required supplementary information” and “other supplementary information” to whether the
supplementary information was required by a designated GAAP standard setter, and developed
a definition of “designated GAAP standard setter” as follows:
A body designated by AICPA Council to promulgate financial accounting standards
pursuant to Rule 203 of the AICPA Code of Professional Conduct. Bodies designated
by AICPA Council to promulgate financial accounting standards are listed in Appendix
A to the AICPA Code of Professional Conduct.
By defining “designated GAAP standard setter” in this manner, the FASB, GASB, and
FASAB set RSI. In addition, if the AICPA Council determines to add the IASB as a body
designated to promulgate financial accounting standards, then the IASB will also set RSI.
The definition is open enough so that if other accounting standard setters are added by
Council at a later date, the SAS need not be revised or amended.
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The ASB indicated approval of the draft definition of “required supplementary information”
with minor modification. It was suggested that a definition of “basic financial statements” be
included as well, and that the definition contained in GASB Statement No. 34, Basic
Financial Statements—and Management's Discussion and Analysis—for State and Local
Governments, might be helpful to the Task Force in developing the definition.
The following draft objectives were reviewed with the ASB:
The objectives of the auditor are to:
(a) Evaluate the adequacy of the presentation of the required supplementary
information, and
(b) Report as to the adequacy of the presentation of the required supplementary
information.
The ASB questioned the appropriateness of the use of the term “evaluate” in subparagraph
(a) and expressed concern that subparagraph (b) seems to indicate that the auditor would
opine on the RSI. The Task Force agreed to revisit the draft objectives.
With regard to the draft procedures, the ASB stated that the standard needs a statement as to
the auditor’s responsibilities when he or she is unable to complete the prescribed procedures.
In addition, the ASB was concerned with the draft procedure that stated “make additional
inquiries if application of the foregoing procedures causes the auditor to believe that the
information may not be measured or presented within applicable guidelines,” as such
procedure seemed to indicate providing a level of assurance on the RSI. The Task Force
agreed to reconsider the draft procedure.
The ASB expressed a level of confusion as to the draft reporting requirements and directed
the Task Force to prepare a visual that would illustrate the requirements.
The ASB requested that the Task Force consider the comments provided and bring revised
drafts to the July 2008 meeting.
7.

Compliance Auditing

Mr. Rippey, Chair of the Compliance Auditing Task Force (Task Force), led a discussion of
the materials for Agenda Item 7, Revision of AU Section 801, Compliance Auditing
Considerations in Audits of Governmental Entities and Recipients of Governmental Financial
Assistance. The Task Force is developing a proposed SAS that would revise SAS No. 74,
Compliance Auditing Considerations in Audits of Governmental Entities and Recipients of
Governmental Financial Assistance (AICPA, Professional Standards, vol. 1, AU sec. 801), as
amended, in response to the June 2007 report of the President’s Council on Integrity and
Efficiency entitled “Report on National Single Audit Sampling Project.” The report contains
the findings of a federal study of the quality of audits performed under Office of Management
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and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations (also referred to as “single audits”), and includes recommendations for revisions
to AU section 801. In a discussion of a draft of the proposed SAS and related issues, the ASB
directed the Task Force to:


Ensure that the proposed SAS provides a basis or support for the detailed guidance
in the AICPA Audit Guide Government Auditing Standards and Circular A-133
Audits (the Guide).



Revise paragraph 2 and other applicable sections of the proposed SAS to clarify the
meaning of “incremental audit requirements.”



Revise paragraph 3 of the proposed SAS to state that the programs for which a
compliance audit is required needs to be identified, and that the applicable
compliance requirements need to be understood.



Revise paragraph 5 of the proposed SAS by reversing the order of subparagraphs a
and c.



Define the word “material” as used in “whether the entity complied in all material
respects with the applicable compliance requirements” in paragraph 5b of the
proposed SAS.



Revise the definition of material noncompliance in paragraph 6 of the proposed
SAS so as to not distinguish between types of programs relative to materiality
levels.



Revise paragraph 7 of the proposed SAS by:
— Replacing the reference to paragraph 2 of SAS No. 95, Generally Accepted
Auditing Standards (AICPA, Professional Standards, vol. 1, AU sec. 150), as
amended, with a reference to “The General Standards” and “The Standards of
Field Work” (AICPA, Professional Standards, vol. 1, AU secs. 200 and 300).
— Deleting the second sentence.
— Inserting a reference to SAS No. 39, Audit Sampling (AICPA, Professional
Standards, vol. 1, AU sec. 350), as amended, as an example of a standard of
field work, and deleting paragraph 15 of the proposed SAS.



Restructure the “Requirements” section of the proposed SAS so that each
requirement in paragraph 8 is broken out into a separate paragraph and integrated
with any related requirements in paragraphs 9–23.



Revise paragraph 8d of the proposed SAS to require the auditor to document the
materiality levels for the government program taken as a whole.
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Revise paragraph 9 of the proposed SAS to indicate that the auditor should follow
the most current effective professional standards if other related authoritative audit
guidance has not yet been updated.



Revise paragraph 11 of the proposed SAS to require the auditor to make inquiries
and perform other procedures to determine whether the audited entity has taken
appropriate corrective action to address findings and recommendations.



Revise paragraph 16 of the proposed SAS by:
— Moving the second sentence of the first paragraph to the last paragraph, and
deleting “ordinarily” from the last sentence of the last paragraph.
— Including a representation, if applicable to the entity, about the completeness of
the federal awards schedule.
— Replacing “responsible party” with “management” and adding “or that there are
no incidents of” at the end of subparagraph d.



Move the subparagraphs in paragraph 17 of the proposed SAS, regarding evaluating
compliance, to application guidance.



Add guidance on likely noncompliance after paragraph 17 of the proposed SAS.



Include, in paragraph 21 of the proposed SAS, an example of a statement that might
be included in a prescribed form that would not be consistent with the auditor’s
function or responsibility.



Revise paragraph 23 of the proposed SAS to state that the auditor should make
inquiries of management about whether any noncompliance with applicable
compliance requirements occurred subsequent to the period covered by the
auditor’s report.



Incorporate in the proposed SAS footnote 4 of extant AU section 801, which
contains examples of compliance audits performed to meet applicable compliance
requirements.



Develop an authoritative appendix to the proposed SAS that lists the AU sections
that are not applicable to compliance audits.



Develop an appendix to amend SAS No. 108, Planning and Supervision (AICPA,
Professional Standards, vol. 1, AU sec. 311), as amended, to add the
communication guidance contained in paragraphs .22 and .23 of extant AU section
801 to AU section 311 in revised (more generic) language. The first sentence in
paragraph .22 of extant AU section 801, which requires the auditor to apprise
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management if the auditor becomes aware that the entity is subject to an audit
requirement that is not encompassed in the terms of the engagement, should not be
included.

8.

Defer the effective date of the proposed SAS until the 2009 edition of the Guide is
available.

Other Items

The meeting adjourned at 2:00 pm on Thursday, May 8, 2008.
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